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The California Postsecondary Education Commission was 
created by the Legislature and the Governor in l§74 as the 
successor to the California Coordinating Council for Higher • 
Education in order to coordinate and plan for education in 
California beyond high school. As a state* agency, the 
Copiirii^itm is responsible f-or assuring that the .State s 
resources for postsecondary education are utilized effectively, 
ani efficiently; for'' promoting diversity, innovation and 
responsiveness to the needs''^ students and society; and for^ 
advising the Legislature and the_ Governor on statewide 
educational policy and funding. 

The Commission consists of 15 members. Nine represent the 
general public, with three each appointed by the Speaker of the 
Assembly, the Senate Rules Committee, aad'the Governor. The 
other six represent the major educational systems of the State. . 

The Commission holds regular public meetings throughout the 
year \it Which ti takes action ori staff studies and adopts 
positions on legiskttiue proposals affecting postseconciarf 
education. Further information about the Commission, its 
meetings, its staff and-its other publication^^ rhay be obtained 
from the Commission offices at' 1020 Twelfth Street. 
Sacramento, California ^5814; telephone (.916)--445-7933. . 
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INTRODUCTION 



Lqans- are one of three main forms of student 
financial aid, the other two being: (1) grants, 
such as scholarships and fellowships, which are 
either direct payments or exemptions from .ob- 
ligation for all Qr some educational costs, with no 
repayment required, and (2) work-study, which 
is part-time employment wjth the sala:ry at least 
partially subsidized by someone other thar^ the 
employer. Loans can be either temporary pay- 
ments to deTray educationscl costs, or temporary 
exemptions from obligation for these' costs, with 
repayment required. All three forms of aid are 
awarded largel;jr on the basis ofTinanciAl need, 
although scholarship and fellowship awards* 
may include consideration of academic*achieve- 
ment, • ; , 

Historically, students who needed to borrow ' 
money to attend college have solight loans from 
relatives, family friends, their college or univer- 
sity, or, if necessary, commercial lending insti- 
tutions. Today, the largest source of loan funds 
is commercial lenders', under the federal Guar- 
anteed Student" Loan program (GSL). This pro- 
gram uses federal funds (1) to subsidize b^low-i*^ 
market interest rates on loans that commercial 
lenders make to students, (2) to pay interest on 
those loans to lenders while borrowers are still ' 
in school, and. (3) to g^iarantee the loans against 
default. ' » 

While the Guaranteed Sttident Loan program is 
today's largest source of ^tudent loan f\mds, it i^ 
not the only federally supported loan program: 



The National Direct Student Loan program 
(NDSL) provides funds to colleges and uniyersi- 
ties for making their own IpV-interest loans to 
^ their students. It is funded tljrovfgh 'a combina- 
tion of federal contributions, institutional funds, 
and loan' collection revenues from former bor- 
rowers. 

This report describes California's pafticipation 
in guaranteed student loan programs by ex- 
amining four facets of the topic: * 
«i ' » 
, • Part One traces the history of federal involve- 
ment in student loan programs. 

• Part Two then explains .CaUfornia*s past and 
/ current involvement in the federal programs. 

PartT^ree presents a profile of California stu- 
dent borrowers drawn from an analysis of the 
California Student Expenses and Resources 
^ Survey (SEARS) conducted by the California. 
Student A^d Commission. * 

• And Part Four discusses two issues that^fol-^ 
low from these data: increasingly high levels 
of student debt and default rates under the 
Guaranteed'Student Loan program. 

Because the Guaranteed Student Loan program 
has spawned s^^unique set Of terminology over its 
17-year history, a list of some of the major terms 
associated with it>is included as a glossary on 
pages 27^-29. 
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^ ... 

tii^tory of Federal InvoLi/ement in, Student Loans 



Federal support for postsecondaxy education 
can be traced to 1802 when the United States. 
Military Academy was .es^ablish^.^. Later, the 
Naval Academy and Howard University were"* 
funded by the 'federal government, and the 
states received grants of federal land under the 
1862 Morrill Act, to support their agricultural 
and mechanical colleges. Although these grants 
were small, they established a precedent for fed- 
eral support of state higher education in- 
stitutions. 'With the passage of thfe Serviceman's 
Readjustment Act^or "GJ. 'Bill" in 1^44, the. 
federal government began to ^ur large sums of 
mone]( .into the support of higher education 
generally. The unexpected success of this actin 
encouraging veterans to continue tjieir school- 
ing paved the way for the nfiany Federal student 
aid programs that hav6 followed.. 



THE NATIONAL DEFENSE V ' 
STUDENT LOAN PROGRAM OF 1958 

The National Defense lEducation A-ct of 1958, the 
federal government's educational response \o 
the Russian challenge of Sputnik, not only pro- 
vided research fellowships and ^grants to in- 
stitutions to improve ^instruction primarily in 
engineering, science, and teaching; it also es- 
tablished the National Defense Student Loan 
program (-renamed the National Direct Student' 
Loan program in 1972) to supply capital to post- 
secondary institutions for low-interest \o^ns to 
full-time students. Federal appropriations ^pro- 
vide up to 99 percent of the capital for these 
loans, with institutional funds supplying the re- 
maining 10 percent. Loan repayments go into a 
revolving fund at the instituti(Jn in order to 
make new loans to stuH^snts. ^ 

This campus-based program is administered by 
the institutions" independently, with each insti- 
tution selecting its borrowers ^from a need- 
eligible pool arid assuming responsibility for 
'servicing loans and collecting repayments. 
Originally if loan funds were limited, federal 
regulations instructed institutions , to give 
special consideration to students with a strong 
academic background who wanted to teach in 



elemfintar> oV secondary schools and to those^ 
..interested in science, mathematics, engineering 
or " modern foreign languages. When the 
program began, students cpuld borrow up to 
Sl^OOO a year for a cumulative total of $5,000 at 
ah annual Interest rate of 3 percent. Repayment 
began one year^ after the borrower ceased to be a 
full-time student and extOTided Over a ten-year 
period,- with interest accri?ing only from the 
beginning of the repayment peirrbd. Reflayment 
could be deferred up to three years if the 
^ borrower served in the military or Peace Corps, 
Partial forgiveness Qf the loan was permitted to 
those b9rrowers who became full-fejrre telichers 
, in a-publip elementary or sedbndary school, in 
which case; half the loan could be canceled at a 
rate of 10 percent a year for up to five years of 
teaching. ' * 

Currently, the National Direct Student Loan 
program allows undergraduates to barrow up to 
a- total of $6,000 toward th^ir bachelor s degree 
and graduate and professional students iip ti^ 
$12,000, including any undergradiiate loans 
received under the» program. The current in-' 
terest rate is 5 percent, s^^nd repayment begins 
^ix iponths after the borrower ceases to carry at 
heast a half-time academic lead, but can be 
deferred up to three years ifor service in the 
military. Peace Corps, as a .Officer with tfie U.S. 
Public Health Service, and under several other 
circumstances. The rejpayment pe/iod remains 
ten years but may be exte^nded for low^Ticome 
borrower;^. ^ . ^ 

The program began with an appropriation of $31 
* million in 1958-59 and reached its peak ap- 
propriation of $321 milliorwin 1975 and 1976. As 
Table! on page 4 shows, federal appropriations 
have declined steadily since then to $186 million 
Hn 1981, by which time over 11.5 million 
students had borrowed over $7.5 billton under it. 
Currently, 'the Administration proposes ^to 
consolidate all federal studenbJTinancial aid pro- 
grams into one grant, one loan, and^one work- 
study program. If this plan is adopted, the Na- 
tional Direct Student Loan program would no 
longer receive new capital contributrons. 



TABIDS 1 Jifagnitude of the National Direct ^Student Loan Program^ 1959 - 1981 
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$ 30,883 ^ 


$" 30,805 
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24,831 
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1,196 


1960 


, ^0.393 


' 40,383 


50,152 


' 115,450 


434 


1.359 ' 


1961 ' 


57,474 


57,454 


70,962 • 


151,068 


470 


•1,412 


196?. 


73,845 


^ 73,837 


89,102 


* 186,465 


478 


- 1,470 


1963 • 


90,000 


90,048 


113,732 


216,930 


478 


1.528 


1964 


121,168 


.108.469 


' 119,536 


246,840 


484 


. 1,560 


19§5 


. 145,000* . 


130014 
179,285 


166,608 


319,974 


522 


1,616 


' 1966 ^. 


179,300 


214,333 


377,722 


568 


1,639 


1967 . 


190,000 - 


176,238" 


, 221,600 


395,000 . 


561 


1,694 


1968 


190,000 


178,376 


233,75o " 


429,000 


521 


1,738 


1969 


. . 190,000 


182,904 . ' 
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540 


1,818 
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570 
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n972 ' ' 
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28.8,000 - 


433,000^ 


665,000 . 


661 


2,293 
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285,850 


446,006 
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' 647 
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. 321,000 
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4bU,UUU 


oyu,uuu ^ 
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1976 


32i,000 ■ 


320,766 
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764,591 


732 
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'1977 


310,500 


321,000 


614,868 


795,134 


773 


3,284 


1978 


310,600 


307,732'- 


640,424 


898,616 


. 792 


3,326 


1979 


31O,500y 
286,000 . 


308.708 


' 64S,684 


933,190 ' 
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3.274 
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78Q.238 


830 


3,500 




$4,660,448 
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a. A<i4|5d to th« Ravolving Loan Fiind. Does not include funds appropriated for loans for institutions and reimbursement 
for cancellation of student loans. - - ' 

b. t'undsYor loan* to students is prinuuily compriaed ofthe Federal Capital Contribution (FCC), institutional shares. col- 
lections from borrowers^ and.federal r|eimburs^ment for cancellation of student loans. 

Source: OSFA Program Book, July 1981. U.S. Department of Education, Office of Student Financial Assistance. 



income, and usually would not be considered 
credit worthy for loan purposes. In the initial 
Guaranteed Student Loan program^ loans were 
made at 6 percent. Undergraduate students 
from , families with adjusted ^oss annual 
incopies of under $15,000 could borrow up to 
$2,500 per year' for a total cumulative amount of 
$10,000 and g^:aduate and professional students 
could borrow up to $5,000 a year tor an 
undergraduate and graduate total of $15,000. 
Repayment was not required to begin until the 
borrower had been out of school for nine months 
and could be deferred up to thrae years under 
special circuitpstances. 

The Guaranteed Student . Loan program tech- 
nically has two parts - the guarantee agency 



THE GUARANTEED STUDENT 
LOAN PROGRAM OF 1965 

Ju^t as the National Defense EducfiCtion Act was 
a response to Sputnik, the Higher Education Act 
of 1965 was a response to th« civil rights move- 
ment of the early '60s/ Part of President John^ 
son'rf "War on Poverty/* its goal was to provide 
an opportunity for postsecondary education to 
all qualified students, particularly those with 
financial need. Thisi Act created the original 
Guaranteed Student Loan program, providing 
federal insurance against defaulted loan I6sses 
of private lenders. A loan program with federal 
guarantees was deemed necessary to encourage 
lenders to loan money to students because 
students usually have no credit history, Jittle 



progr&i^i, and the Federal Insured Student Loan 
pi'ogram - but the second is now virtually in- 
operative. Under the guarantee agency pro- 
^grarq, itate agencies such as the California Stu- 
dent Aid Commission or private nonprofit agen- 
cies, guarantee student loans that are in turn in- 
sured by the federal government jagainst default. 
The guarantee agencies administer the program 
and help locate lenders to finance the loans. 
Under the Federal Insured Student Loan pro- 
gram, lenders in states that do not h^ve guaran- <> 
Jtee agencies or in which lenders do not have ac- 
cess to the guarantee agency program can be in- 
sured directly against losses on their loans. 
Currently, all 50 states have guarantee agen- 
cies. ' 

Th6 /irst' major change in the Guaranteed 
Student Loan program cante in its third year 
(1968), when the federal government raised the 
interest rate one percentage point to 7 perceifb, 
A year later, it agreed to pay lenders a "Special 
Allowance" to compensate for the disparity be- 
tween the increasing market rate for borrowing 
and the fixed interest rajtes they were receiving. 
This Special Allowance was based on the dollar 
value of the unpaid .principal pf all eligible 
student loans. It was set quarterly by a govern- 
ment committee and could not exceed 3 percent 
of t^e lender's outs\:anding student loan balance. 

The next major change in the Guaranteed 
Student Loan program occurred with'^passage of 
the 1976 Higher Education Act Amendments. 
In an effort to improve the administration of the 
program 'by increasing state participation as 
guarantee agencies, th^e' amendments provided - 
for 100 percent federal reiosurance of loans for 
those states with low default rates. Previously, 
the federal government covered only 80 percent 
of loan defaults, and the states were responsible 
for the remaining 20 percent. The amer>dments 
granted all states higher administrative cost 
allowances to aid in collecting on defaults; they - 
sought to increase lender participation by tyin^ 
the special allowance to changes in the Treasury 
Bill rate; and :fecognizing that average family 
income was rising, they raised the family income 
ceiling to $25,000. Two years later, the Middle 
Income Student Assistance Act of 1978 removed 
the income ceiling entirely. This meant that all 
students, regardless of family income; could 
receive a 7 percent interest loan and qualify for 
the interest subsidy while they were in school. . 
This Act marked a major explicit shift in federal 
financial aid objectives by expanding eligibility 
tor federal aid to middle-income families. Since 



1981, however, the law has required that stu- 
dents meet a needs test if their family income is 
over$3d,000, * . 

< 

Several'further changes in the program were 
made by education "amendments in 1980 and 
1981: 

• First, although annual borrowing limits re- 
" mained the sarfie/ the cumulative amount 

that undergraduates could borrow was raised 
from $10,000 to $12,500 while the graduate/- 
professional limit was increased from $15,000 
to $26,000. 

• Second,^the interest rates f^r borrowers after 
January 1, 1981/ increased from ^7 to 9 
percent, and the nine-month grace period 
before repayment begins was shortened to six 
months. 

• Third, students were charged a 5 percent 
"loan originatio|i" fee deducted from the face^ 
value of loans made after August 1981. This 
fee is retained by the lenders and helps reduce^ 
federal expenditures because it is ant)ffset to 
federal interest and special allowance 
payments. To summarize the program as it is 
today, undergraduate students may borrow 
up to $2,500 per year up to a cumulative tothl 
of $12,500, while graduate/professional 
students may borrow up to ^5,000 per year or 
an aggregate, total of $25,000. All students 
pay a 5 percent loan origination fee, which is 
deducted from the face value of the loan, and 
the interest rate for new borrowers is now 8 
percent. Since its inception 18 years ago, the 
Guaranteed Student Loan i program has 
provided 21 million loans and over $35 billion 
to borrowers (see Table 2 on page 6). The 
average loan has been $2,213. 

PARENT LOANS FOR 
UNDERGRADUATE STUDENTS 
AND AUXILIARY LOANS 
TO ASSIST STUDENTS 

In addition to making changes in the Guar- 
anteed ^Student Loan program, the Education 
Amendments of 1980 authorized a parent loan 
comporien^t^f this program, Barent Loans for 
Undergraduate Students (PLUS) is a guaranteed 
student loan program that allows parents of de- 
pendent undergraduate students to borrow 
money for school expenses and is designed fdr 
parents with cash-flow problems. These loans 
are similar-to Guaranteed Student Loans in that 
they are financed by private lenders, guaranteed 
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TABLE, 2 Annual and Cumulative Commitmmt of the Guaranteed Student Loan Programs, 
1966-1980 ^ ' ■ * " ■ . 
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1971 
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1973 
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3,733 


1975 


486 
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1,311 


4,181 


4,370 


1976* 


• 776 


1,088. ' 


1,402 
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. 5.458 


1977 


651 


1,037 


1,593 
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6,495 


1978 


817 


1,485 


1,818 


6,425 


. 7,980 


1979 


1,233 
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7,658 
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1980 


2,078 


4,336 


2,086 


9,736 
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1981 
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2S,025 


rederal Insured btudent Loan 


Proigram 






4. * 




1966-1969 
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655 , 
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1976* 
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2,330 


, 5,395 


7,177 


Total Guaranteed Student Loan Program 










1966-1969 


1,622 


i,4ig 


. 875 


1,622 


1,419 


1970 . 


863 


811 


940 


2,485 


2,230 


1971 


1,017 


1,015 


998, 


3,502 


3,245 


1972 


1,201 


1,274 


1,061 


4,703 


4,'519 


1973 


1,03d 


1,171 


1,137 


5,733 


5,690 


1974 


938 


1,140 


. 1.215 


6,671 


' ' '6,830 


1975 


991 


1,298 


1,310 


7,662 


8,128 


1976* 


1,298 


1,628 


1,408 


8,960 • 


9,956 


1977 


973 


1,537 


1,580 


9,933 


11,493 


1978 


1,085 


1,969 


si, 805 


11,018 


13,451 


1979 ^ 

1980 ■ . 


• 1,510 
2,314 


2,984 
4,840 


\ 1.976 ' 
C;2,091 


12,528 
14,842 


1^,435 
" 21,275 


1981 


3,529 


7,794 


2,209 


18,371 


29,069 


1982** 


2,772 


6,133 


2,213 


21,143 


35,202 



♦ Figtire for fi«cal year 1976 includes transition quarter. 

Preliminary figures only. 
Source: Office of Student Financial Assistance, U.S. Department of Education. 
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by state agencies, and reinsured by the federal 
government Unlik:e the studentlpans, however, 
th,ere is no in-school . interest subsidy and 
repayniertt of the loan begins within 60 days of 
the loan disbursement. In addition, parents may 
bo^bw up to $3,000 per year for a cumulative 
Ml of $15,000 rather than the- $2,500/$10,000 
limit on'undergradu?ttes. Th^ minimum annual 
repayment is $600 unless a lesser amount is 
agreed to initially by borrower and lender, and . 
the repayment, period can range, between five 
and ten years. v 

Originally, the interest rate on Pj:.US loans iVas 9 
percent, but in 1981, the Postsecondary Student 
Financial Assistance Amendments increased 
their interest rate to 14 percent - 5 percent 
above the Guaranteed Student Loan level - and 
expanded eligibility to graduate and profes- 
sional students and to undergradufites who are^ 
financially independent of their parents. TKis 
expanrded program is titled Auxiliary Loarts to 
Assist Students (ALAS) but is usually referred to 
as PLUS. Unlike the loans to parents, the stu- 
dents borrowing under this program are allowed 
to defer repayment of the principal until they 
are no longer students. Under this program, 
graduate and professional students may borrow 
up to $3,000 per year up to a cumulative total of 
$15,000, in addition to any Guaranteed Student 
loans they may have, while under»feraduate 
students may borrow only $2,500 per year (in- 
cluding any Guaranteed Stuc^ent Loans) with an 
aggregate limit of $^,500. Currently, the in- 
terest rate for PLU^oans is 12 percent; in part, 
the interest rate isAied to the^Treasury Bill rate. 

To date, more than 92,000 people have borrowed 
over $238 million through the PLUS program. ^ 
The average loan over the past three years has 
been $2,603. For the first six months of 1983, 
PLUS lo^n volume was-approximately 4. 1 percent 
of the Guaranteed Student Loah program vol- 
ume. 

THE ROLE OF GUARANTEED 
STUDENT LOANS IN THE FEDERAL 
GOVERNMENrS TOTAL 
.STUDENT FINANCIAL AID PROGRAM 

'Table 3 on page 8 shows the growth of the 
federal government's commitment to student 
financial aid since 1958-59 in terms of the three 
major categories of student aid - (1) grants, (2) 
work study, and (3) loans. As carl be seen, the 
federal government currently appropriates over 

0^ 



$6.3 billion annually for all three types of 
programs. * ^ 

'Because of the phenomenal growth of the 
Guaranteed Student Loan progK^m, the cost of 

4he program to the government has increased 
greatly since it began. There are four major costs 
to the federal government associated with tlhis 
program:. (1) the interest subsidy paid to the 
lender while the borrowef is still a student or in 
k deferment period; (2) the Special Allowance 
paid to the lender each quarter over the life of 
the loan; (3)^ the g\iara''ntee of principal and 
interest in. cfise of default, bankruptcy, dis- 
ability, or death o/ the borrower; and (4) op- 
erating expenses including the Administrative 

, Cost Allowance paid to State agencies. 

The in-school interest subsidy costs took a big 
jump with the increase in loan volume which 
resulted from the passage of the Middle Income 
Student Assistance Act. These costs should be- 
gin td*" decrease as more loans come into re- 
payment and the number oCapplicants fo^ loans 

stabilizes or decreases. 
■ \ 

In recent years, the Special Allowance payment 
to lenders - which is tied to the 91 -day Treasury 
Bill rate - accounted for almost half the growth 
in expenditures of the program due to the un- 
precedented high interest levels. In 1978 when 
the Treasury Bill rate averaged 7 percent. Spe- 
cial Allowance payments were $195 million. 
Just three years later, the allowance payments 
had growri to approximately $1.5 billion. These 
payments should decrease while interest rates 
are lower. 

The guarantee payments due to defaults, bank- 
ruptcy, disabilitj^^ or death also increased 
greatly, especially^n the mid-1970s. This was 
due both to the increase in loan volume and the 
fact that a large number of loans made in the 
late 1960s and early 1970s camie into the 
repayment stage. The percentage of defaults 
grew in part because little effort was made ir/the 
Federal Insured Loan program to collect on 
loans. At one point, the default rate reached 12 
percpnt. Today, it is 9.3 percent. This problem is 
discussed further in Part Four. 

As a result Qf the enormous increase in costs to 
the federal government, the current admin- 
istration and others have proposed changes in 
the Guaranteed Student Loan program since 
the Government cannot put a cap on the amount 
of loans it will guarantee because the program is 
established in statute as an ah entitlement pro- 
gram. Alternatives under consideration are as 



TABLES Federal Student Aid Appropriations for Major Programs, tn Millionsyf 
Dollars, 1958-59 -1983-84 



Work 





Grant Programs 


Study 




Lpan KrQQrams * 






Basic 


State Supplemental 




National 


federal *' 








jk\a\JvJiK CUUwaLlvJiial 


College 


Direct- 


Insured 




Vear 


Opportunity 


Incentive Oppoiftunity 










CJrant. • 




Studv 


Loan3 


Student Loan^ 


Total 


.1958/59 


• - 


t 1 


- 


$31 




$ 31 


1959/60 








41 




'41 


1960/61 


- 






58 




58 


i961/62 








75 


- 


75 


196^63 




- » - 




9X 




91 


1963/64 




- 




122- ^ 


T 


122 


.1964/65 


• 


- 


$ 56 ' 


X 147 




, 203 


1965/66 




- $ 58 


99 


182 


^ y $ 9 

^ 43 ' 


348 


1966/67 


- 


U2 


134 


192 


481 ' 


■ 1^67/68 




140 


140 . 


193 


'40 


513 


1968/69 




125 


140 


193 


75 


533 


1969/70 


- 


16S 


152 


195 


73 


583 


1970/71 




- 168 


158 


243 


161 


730 


1971/72 




220 


237 


317 


209 


983 


1972/73 


$122 


210 


' 270 


293 


291 


1,186 


1973/74 


475 


$74 210 


270 


298 


399 


1,726 . 


1974/75 


840 


20 240 


420 


329 


594 


2,443 


1975/76 


1,326 


44 > 240 


390 X 


332 


807 


3,139 


1976/77 


. 1,904 


60 250 


390 


323 


357 


3,?84 


1977/78 


2,160 " 


64 . 270 


435 


326 


519 


3,7*74 


1978/79 


2,627 


77 ^40 ^ 
*77 340 


560 


311 . 


'970 


4,375 


1979/80 


. 2,381 


550 


220 


1,100 


4,083 


1980/81 


2,420 


77 37d , 


560 


186 


1,609 


5,212 


1981/82 ' 


2.310 


76 370^ 


550 


186 


. 2,535 


6,027 


1982/836 


2,419 


60 355 


590 


179 


3,100 


6,703 


1983/845 


2,800 


76 370- , 


550 « 


161 


2,300 


6,277 




-A ■ 












1. Aid to suppl«ment State aid programs. 










2'. Prior to 1972, the program wai called "Educationai Opportunity Granta." 







3. IMor to 1972» the progrmmwM called "National Defense Education AcC 

4. Incltidea interest suMdiat, special allowances, aiid default payments 

6. Appropriations for 1982-83 and 1983-84 are eetimatfd and will be replaced witffkctual data as it becomes available. 
Sources: Congressional Budget Office and the U.S, Bureau Student Financial Assistance- 



follows; (1) have students pay interest on ttie 
loans while they are in school: (2) make GSh 
loans only to undergraduate students and' have 
graduate students borrow through the PLUS^ 
program: (3) cut the Special Allowance from 3.5 
percent above the Treasury Bill rate to the 
Treasury Bill rate plus jl percent: (4) requirfe .a 
needs test of all applicants: and/or (5) increase 
the loan origination fee to 10 percent. 

Which, if any, of these proposals will be imple- 



mented is uncertain. The current administra- 
tion's philosophy on student financial assistance 
is shifting to student ''self-help" grants and to a 
more traditional - emphasis on parental and 
student contributions to the costs of a college 
e.ducation and away from the more recent 
emphasis on grants and subsidized loans. 
Another factor contributing to the uncertainty is 
the pending 1985 reauthorization of the Higher 
Education Act of 1^5. 
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SECONDAJ^Y MARKETS 
AND THE STUDENT LOAN 
MARKETING ASSOCIATION 

A major concern fpr large-volume lenders in the 
Guaranteed Student Loan program was the lack 
' of liquidity due to the fact that student loans had 
Va long repayment period. In order to provide 
liquidity and to encourage more private lender- 
participation in the Guaranteed Student Loan 
program, the' 1972 Cdngress created the Student 
Loan Marketing Association (Sallie Mae), a 
private (iorporatiori^ designed ^to provide a 
national secondary market for student loans'. As 
a secondary marketer, Sallie Mfte buys student 
loan portfolios from primary lenders such as 
savings and loan associations, banks, and credit 

* unions, creating liquidity for these lendeYs and, 
thus, making-more funds avaifable from them 
for new student loan^. Ajlter purchasing the loan 
portfolios, Sallie Mae is responsible for servicing 
the loans and collecting repayment 

In addition to purchasing student loans, Sallie 
Mae can "warehouse" theraf Jn this case, the 
lender borrows money from Sailife Mae using 
student loans as collateral and retains the re- 
sponsibility for servicing the loans and repay- 
ment. 

The 1980 Education Amendments extended the 
responsibilities of Sallie Mae to cover any 
activities designed to support the credit needs of 
students. Under them, Sallie Mae could, for ex- 
ample, consolidate loans for students with more 
than one federal loan and could act as a lender of 
laTst resort to students in states where federal 
loan availability was ingufTicient. Whether 
Sallie Mae will continue to be able to contfolidate 
loans is not known at this point. The Act was 

• not extended beyond November 1, 1983, because* 



of disagreements between the Administration 
and Congress over the costs of the progratn and 
between the different houses over the role of 
state guarantee agencies. Some, membe/s of 
Congress want all state guarantee agencies to be 
able to Consolidate loans. 



Helped by the fact that it was able to borrow 
jfunds from the Federal Finftncing Bank at a rate 
one-eighth of a percentlige point over: the gov- 
ernment borrowing rate, Sallie Mae hks been 
extremely successfulTinancially, w^lth its net in- 
come tripling from $6.3 to $18.0 million between 
1979 and 1981 alone. As of 1982, however, it no 
longer had favored borrowing status from the 
-Federal Financing Bank and must borrow on the 
private market. Coupled with the fact that a ^ 
number of states and lending institutions have 
^established secondary market ojJerations, this I 
competition will no doubt affect Sallie ^lae ana 
the nature of the secondary market itself. In its 
first decade of operation, Sallie Mae has pro- 
vided more than $10 billion for student loan 
programs. 

The establishment of a secondary marjcet for 
student loans was (and is) essential for a suc- 
cessful student loan program. Student loans tie 
up capital for an extended period of time because 
of the long repayment period- Lenders want to 
be able to sell their loan portfolios if the need 
arises, and many do not want the expense of ser- 
vicing loans once they go into* repayment. 

' Currently, Saflie Mae will buy student loans if 
the lender's average stydent loan indebtedness 
is $4,100 or more. This' is one reason why some 
lenders have restrictions on the minimum 
amount they will loan. P^viously, Sallie Mae's 
restrictions on average loan indebtedness was 
slightly higher, and thus improvements have 
been made as far as lenders are concerned. ^ 
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TWO 

California s Participation 



THE STATE'S INITIAL VENTURE 

IN Gl^ARANTEEING STUDENT LOANS 

» 

California began participating in the federal 
Guaranteed Student Loan program in 
when the passage of Assembly Bill 56 estabHsK- 
ed th^ State Guaranteed Loan program in or^e]f 
to allow California to take advantage of ane» 
year-Qld program. Th^'^tate Scl\olarship Com- 
mission was rejnamed the State Scholarship and 
Loan ^ommtss^on to administer the new pro- 
gram, and it established a Guaranteed Loan 
Advisory Com^mittee, composed of )*epre3enta- 
tive$ of the University of California, the Califor- 
nia State University, the California Community 
Colleges, independent colleges and universities, 
banks, savings and loan associations,' and credit 
unions, JLq review procedures and recontmend 
policy t^ the Commission. 

Because the Committee anticipated a high der 
mand for' loans, it recommended that the Com- 
mission limit both undergraduate and graduate 
student borrowers to a maximum loan of $1,000 
per yeaf. In order to encourage lender partici- 
pation in the program, the Commission guaran- 
teed 100 percent of the principal amount of the^ 
loans, rather than the minimum 80 percent re- 
quired by federal legislation. 

The Scholarship and Loati CoiAmission guaran- 
teed ^e first loans under the California State 
'Guaranteed Loan program in October 1966, and 
a year later increased, the maximum ajn^i^nt of 
the loans for graduate students to $l,pm). Dur-. 
ing the sec*ond year of the program, however, it 
received some 2,000 more applications for loans 
than could be handled, since by November 1967 
all federal funds for guaranteeifig the loans were 
encumbered. With these funds fully committed, 
the State Guaranteed Loan program ceased;, 
opei-ation, and in December the Federal Insured 
'Student Loan program — the federal standby 
program — began operation in California under 
the administration of the U.S. Office of Educa- 
tion regional office in San Francisco. 

During 1968, the Scholarship and Loan -Com- 
mission studied the feasibility of resuming 
administration of the Guaranteed Student Loan 



in Student Loan Programs 



program. However, it decided not to do so, since 
administering th^ program would cost approx^ 
imately $3,150,000 over the first three years, 
while the federal government would administer 
the Federal Insured Student Loan program at no 
charge to. the State. Thus, for a decade, the 
Commission's role r^gai?ding guaranteed loans 
was limited to purchasing defaulted loans frOm 
lenders and making additional efforts to"" collect 
oA these toans. 

THE STATERS SECOND EFFORT 
AT PARTICIPATION 

As mentioned previously in Part One^ the High- 
er Education Act Amendmen^^ 1976 encour- 
a^ecj states to assume respormfipHTy for admin- 
istering the federal loan programs by offering 
them nQw incentives and funds, because ex- 
perience had shown that the default rate was 
lower and the funding level higher in ''those 
states with guarantee agencies. Thus, Califor- 
nia nwumed participation in the Guaranteed 
Student Loan program in 1977, when Assembly 
' Bill 647 established the California Guaranteed 
Student Loan program and designated the Stu- 
dent Aid Commissibn (the renamed Scholarship 
and Loan Commission) as its administrator. In 
October 1978, the Cohimissibn signed an agree- 
ment with the U.S. Office of Education and as a 
guarantee agency became entitled to federal re- 
insurance-, administrative cost allowances, in- 
terest benefits, and federal advance monies on 
the loan reserve fund. With the advent of thi^ 
program, the role of the Federal Insured Student 
Loan program in California was reduced to mak- 
ing only^renewal loans. 

The program accepted its first student applicant 
on April 1, 1979, and in its first year of operation 
guaranteed 76,127 loans in the amount of nearly 
$174 million. This amount almost tripled in its 
sepond year of operation. As^Table 4 on page 12 
shows, over $2 billion has been loaned to stu- 
dents. The largest amount of loans - $603 mil- 
lion or almost 30 percent have gone^ students 
at private four-year schools, with loans to 
California State University students the second 
largest at $404 million or 19.9^percent (Table 5). 

4^ ' 



TABLE 4 Number and Doltar.Value of Loans', - ■ ^ 
California Guaranteed Student Loan Program, 1979-80 • 
Through 1983-84 

t 

Year *^ Number pf Loans Amount pf loans 

1979-19801 76,127. $ 173,932,306 

. ' 1980-1981^ 182,962 469,593.688 

, , 1981-1982 . 23J.825 654,352,000 

^ 1982-1983 200,323 550,795,000 

July and August, 1983 52,491 155,736.000 

Total ' 749,728 ' $2,004,318,994 

L April through June, 1980 only. 
^ 3ource: California Student Aid Commission data. * ^ ^ 

r TABLES Comparisonof Loans Guaranteed by Educational Segmenty Califot'nia Guaranteed 
Student Loan Program. 1931-82 and 1982-83 ' • ^ . 

' Dollars of Loans " Percent of Total 



Seqment ^ 


1981-82 


1982-83 


Percent 
Chana^ 
1981-82 
to 1982-83 


Cumulative 
Through 
July 31, 1983 


1981-82 


Cumgiative 
Through 
July 

1982-83 3vl,1983 


University of 
California 


$104,156,036 


$70,311,000 


-32.5% 


$307,174,025 


15.9% 


12.8% 


V 

15.1% 


California State 
University 


130,799,663 


95,583,000 


-26.9 


404,001,805 


20.0 ' 


17.3 


19.9 1 


Community^ 
Colleges 


90,380,614 


72,074,000 


-20.3 


?24,87-6,829 


13.8 


13.1 


11.1 


Private 
Four- Year 


179,847,387 


149,859,000 


. -16.7 


6t)2,738,776 


27.5 


27.2 


'29.7 


Vocfi^tional 


85,684,894 


101,996,000 


19.0 


272,810,411), 


13.1 


1§.5 


13.4 


Private 
Two- Year 


11,089,195 


10^961,000 


- 1.2 


37^3,093 
3,509,080 


1.7 


2.0 


1.8 


Hospital 


1,005,273 


909,000 


-9.6 


0.2 


0.2 


0.2 


Out-of-State 


49,224,776 


47,720,000 


-3.1 


173,379,985 


7.5 


8.7 


8.5 


Out-of-Country ♦ 




1.292.000 


-40.3 


6,414.324 


0.3 


0.2 


0.3 


Total 


$654,352,000 


$550,705,000 


-15.8% 


$2,032,338,327 


100.0% 


100.0% 


100.0% 



Source: California Student Aid Commijasion 



As can be seen in Table 5, loan volume dipped for 
all segments except the vocational in 1982-83, 
This was due to the confusion among students 
that resulted from the 1981 requirement that 
students meet a needs test if their family income 
was over $30,000, and additionally to the facb 
that demand was down because in the previous 
two years the California Guaranteed Student 
Loan program wad able to meet the demands of 
all of the segments except the vo<5ationaK This 



past year, the demand for loans in the vocational 
segment were met (^ue to a loosening -of lenders' 
restrictions on loans. As of the endlof October, 
loan volume for this fiscal year (Jjftly-October) 
was over $305 million, an increase/of 15 percent 
over the same period last year^ But a 22 percent 
decrease from the 1981-82 year. The Student 
Aid Commission anticipates that loan volume 
will be up in all segments in 1983-84 and esti- 



matesiithje total to be in the range of $625^ to $650 
million. . • 

CALIFORNIA SECONDARY 
MARKETS AND THE CALIFORNIA 
LOAN AUTHORITY " 

In 19^0, the Legislature created the CaliforViia 
Loan Authoritjr to supply additional second- 
ary market for Guaranjtoed Student Loan lerid- 
ers. This additional market was needed because 
California was suffering shortages of stud&nt 
lo^ capital due both to tha success of the Guar"- 
anteed Student Loan program and ,to Saltie 
Mae's placing additional requirements on its 
purchase agreements ^nd requiring that the 
lenders' student. loan portfolio, average $4,00tt. 
In addition, some needy students w%re not being 
served by the existin]^ programs 'because they , 
could not meet the^requirements of the lenders. 

In order to increase lender liquidity and to serve 
stuSents better, the Legislature em^wwered the 
Authority to issue tax exempt revenue bonds in 
an initial amount of $150 million in order to 
provide finaxtcing for new loans ,( forward 
mitment) knd to provide financing for the 
purchase of insu«^ student loan portfolios Sec- 
ondary market). Trie Authority's initial offering 
in January 1983, netted $121,475,000. Tp date, 
the Authority has only^a forward commitment 
program, and its bond issue proceeds are being 
used primarily for the California Loans^to Assist 
Students (CLAS) program. As of October 31, 
1983, only $13.9 million had been 1oWd 
through this program. > , - 

This past year, the Legislature authorized the 
Authority to issu^ additional tax exempt rev- 
enue bonds up to $150 million.^ Although the 
funds are not -required at the moment, it gives 
the Authority the ability to raise more funds if 
they are needed for the Guaranteed Student 
Loan program or should it decide to operate as a 
secondary market. 

Although the California Loan Authority is ncjt; 
currently operating as a sec6ndary market,^ 
there is another secondary market for student 
loans in California. The California Student Loan 
Finance Corporation is a non-profit corporation 
which raises capital through the sale 'of tax 
exempt revenue bonds. To date, they are fi^- 
nanced to about $300 million* and have 
purchased $100 to $150 million of guaranteed 
student loans. As of the end of August 1983, 
Sailie Mae and the California Student Loan 
Finance Corporation held 23 percent otthe out- 



Standing guaranteed loans and 44 percent of the 
matured paper in California.* 

It appears that currently C&lifornia has suffi- 
cient secondary markets for purchasing guar- 
anteed student loans. If jnore funds are needed, 
the Califojnia Loan Authority can becotne a sec- 
ondary market, and Sailie Mae and the Califor- 
nia Student Loan Finance Corpi^l^ation can in- 
crease their purchasing of loans/. 

♦ 

CALIFORNIA LOANS 
TO ASSIST STUDENTS (Clas) , 

* 

In 1982, California began participating irf the 
two-year old federal program of Parent Loans for 

-Undergraduate Students (PLUS) and the one- 
year-old program of Auxiliary Loans to Assist 
> Students (AlAS) and trailed its program "CLAS"- 
California Loans^to Assist Student^. CLAS regu- 
lations are snnilar'-to the federal reqtiiremehts: 

' parents and graduate students may borrow up to 
$3,000 per year for an aggregate of $15,000 per 
student, and graduate students may use these 
funds to suppleme^it up ta>$5,000 per year in 
guaranteed student loans. Independent under- 
graduate students may Borrowyup to $2,500 pef 
year, but their total foan obligation under all the 
programs may not exceed $2,500 annuall/or an 
aggregate of $12,500. The minimum that can be 
loaned is $500. Parents and part-time students 
must start repayment of both ioap principal and 
the ]2 percent interest 60 days after their loan is 
made. ^ 

Full-time students must begin paying interest at 
the same time but may defer payments on the 
principal until •they are no longer students. 
Unless the lender and borrower have a special 
agreemer^t, the minimum annual repayment is 
$600 over a period of five to ten years. 

When the CLAS program began, lenders were 
reluctant to get inta the program because loans 
go into repayment within 60 days, and they are 
more experjisive to service than outstanding 
loans. Ho\yever, this problem was eliminated by 
"the forward commitment program of the Cali- 
forniet Loan Authority. By providing'for the.pur- 
chase of CLAS\loans simultaneously with their 
origination, it induced lenders to originate new 
loans for the CLAS program. 

Some parents have been unable to borrow under 
the CLAS projgram due to the California Student 
Aid Commission's policy requiring lenders to 
perform a credit analysis on. parent borrowers 
for CLAS loans. The analysis procedure is*similar 

/ * 
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to that use'd for unsecured consumer loans, and 
employment verification is also required. As a 
result of this policy, 290 applicants or 45.3 per- 
cent of parents applying have been de^jied loans. 
The majority of these - 31,6 percent - were de^ 
nied loans because ofexcessive debt obHgations 
relative to income, and 9,1 percent for program 
reasons, such as applying for more money than 
they were^ entitled to or applying for ineligible 
schools, 

CLAS lenders issued the first loans under the 
program in April 1983. As of the end of August, 
they had disbursed over $9 million, with stu- 
dents at independent institutions 'borrov({hg 80 
percent of the total (Table 6). Ninety-four per- 
cent of the borrowers hav^ been graduate stu- 
dents, compared to 4 percent independent under- 
graduates and 2 percent p^nts. In Septemljer 



and October, an additional $4.5 million was bor- 
rowed, bringing the cumulative total of CLAS 
loans to $13,9 rhillion. The CLAS program has 
not had the demand that w^fs originally ex 
pected. This may be due to the fact that (I) the 
interest rate is higher than that for Guaranteed 
Student Loans, (2) the repayment begins within 
60 days of loan (Jisbursement, and (3) many, 
^people are unaware of the program due to its 
newness. In July and August, .CLAS loans were 
approximately 2.2 percent of GSL loans in Cali- 
fornia, Nationally, PLUS lo^n volume is about 4 
percentof GSL volume. 

Curren]tly between ^the ^California Guaranteed* 
Student Loan and California Loans to Assist 
Students programs, the California Student Aid' 
ComtfflS^^ioH^ftS^ guaranteed ^2.0 billion in 
loans. X 



TABLE 6 Sujnmary of Loans Guaranteed Through August 31, 1983, California 
to Assist Students Program, by Educational Segment 



Loans 



Segment 


Number 
of Loans 


Percent of 
All Loans 


TotSi Dollars 
" of Loans 


Percent of 
All Dollars 


Average 
Amount 


University of California 


210 


6.2% 


$' 566.389 


6.1% 


$2;697 


California State University 


81 


2.4 


215,704 


2.3 


2,663 


Community Colleges 


8 


0.2 


18,236 


0.2 


2.280 


Private Four-Year 


2,691 


79.9 


7,471.225 


80.6 


2,776 


Vocational 


236 


7.0 


587,101 


6.3 


2,488 


Private Two- Year 


25 


0.7 


^65.875 


0.7 


2.635 


Hospital 


0 


0 


Q • 


0 




Out-of-State 






329,582 


3.6 


2,866 


Out-of-Country 
Total 




0.2 


15,000 


0.2 


3,000 




100.0% 


$9,269,112" 


100.0% 


$2,750 



Source: Student Aid Commission. 
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— ' - THREE . 

Guaranteed Student Loan Applicants ^arid Recipients in California 



What policies do California lenders have for 
loaning funds lyidfir the Guaranteed Student 
LoanTprogram? Who are the students that apply 
for these loans? What otKer financial resources 
do they have? 

Information to answer these questions has been 
gatTiered by the California Student Aid Com-'' 
mission, which conducted the Califorma Student 
Expenses and Resources Survey (SEARS) in 
Spring 1983 that covered the 1982-83 academic 
year. Results were obtained from over 23,000 * 
students in five^ segments — the Univer3ii;y of 
California, the Ctflifornia State University, the 
California Community Colleges, independent 
collegfes and univer3itie3, and proprietary 
schools. Of the 23^000 studenfe who responded, 
some 6,000^ or nearly 26 percent, had applied for 
loans in the Guaranteed Student I^oan {Program, 
although approximately 12 pe/cent of this group 
hftd not heard whether or not they bad received 
q loan at the time they participated in the sur- 
vey. The following pages describe California 
loab applicants, based on these SfeAtlS data. (The 
number of respondents indicated in the tables ^n 
, the following pages reflect thS, number of stu- 
dents whq actually completed the SEARS survey 
instrument and have not been weighted to re- 
flect total enrollment or the number of Guaran- 
teed Student Loan applicants and recipients in 



the segments. The total members ^N)'in the ^ta- 
bles vary because of differences in the number of 
Unk^iown respops6s to individual questions.) 

LENDER RESTRICTTOIVS ON LOANS 

In 1979-80, the first year of the California Guar- 
anteed Student Loan program, certairt groups of 
California students had problems in obtaining 
g\mrantee<l loans fr^ commercial lenders due 
to these lenders' restrictive policies, many of 
which stemmed from wariness following their 
previous* experience wfth the Federal Insure^ 
Student Loan program. Most affected wer^ 
freshmen, Commlmity^ College, and proprie4aiy 
school students. The loosening of lenders' 
restrictions; coupled with a near doubling of the 
number of lenders and the policy of the Student 
Aid Commission not to deny access to certain 
types of institutions nor to restrict "^loans to 
certain kinds of students, has greatly increased 
these students* access to^ guaranteed student 
loans. Today, only 14 percent of the lenders will 
not give loans to Community College students, 
compared with 39 percent in 1979, and only 26 
percent will not givjlloans to 'proprietary school 
students, comparedTwith 56 percent then. Table 
7 below indicates the present policies of Califor- 
nia fenders. J ^' ' P ' 
J . 



TABLE? Selected Policies of 73 California Guaranteed Student Loan Program Lenders, 1983-84 



Loan to 



Category of Studertt 


Loan 
Without 
« Conditions 


Loan With 
Conditions 


Repeat ■ 
Borrowers 
Only 


Community College Students 


50 


21 


2 


Proprietary School Students 
• 


40 


122 


2 , 


iLess-Than-Full-Time Students 


40 


3 


1 


Freshmen 


57 


53 


I • 


Lenders Requiring a Deposit/- 
Cugtomer/Member Relationship 


49 







1. 

2. 



One lender will loan only if the student is in a full-yeir course; one only to students at the local ComnvunitV College. 
One lender will loan only to nursing studenU at the local Community College; one requires 30 completed units: one 
requires a 3.0 grade point average of new borrowers; six loan only to students at pre-approved scjiools: and three loan 
^only on a^aae-by-case.basis. - . ^ 

All five lenders require a 3.0 grade-point average. » - 



Source:, Excerpted from California Student Aid Commission, 1983. 
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As a result of J:hesey:hanges, yinlike a few year^ 
ago, proprietary students* tl)3ay have an equal 
opportunity as other students » of obtainint 
guaranteed loans, As Table 8 below showij.- 
nearly 88 perc^t of thoset applying ireceiv4d 
loans, compared to nearly 87 percent of alKap- ' 
plicants. Only students at independent colleges 
and universities had a higher acceptance rate 
190 percent), while Community College students 
had thp lowest acceptance rate (76^percent). 



table' 8 Rates of Acceptance for Loans 
(Ader the Guaranteed Student Loan 
Program, by Segment, 1982-83 



Sample Who 
Applied for Loans 



Applicants Who 
Received Loans* 



Segment 



No. 



No 



. University 
of- California 
(N « 6,552) 

California 
Sute Univ. 

Community 
Colleges 
(N =5,411) 

Independent 
Institutions 
(N =r 4,438) 



1,671 30.1%" 1,314 87.4% 



1,071 18.6 



280 5.2 



1 783 40.2 



782 „ 82.6 



n78 76.1 



1,404 90.0 



Proprietary , 

Institutions 53.8 - 907 87.7 

(N = 2,143) ■ 

Total 5,%9 25..6 .4,585 i 86.9% 

(N=« 23,265) ¥ 

* These number^ and percentages represent only tkose . 
who applied and had heard whether or not they received 
loans. 

Source: California Student Etperises and Resources 
Survey, California Student Aid Commission Data 



The California Student Aid Commission guar- 
antees about'95 percent of all the applications it 
receives. The 8 percentage point difference be- 
tween this rate and the' 87 percent receipt rate* 
results from a variety of factors, including stu- 
dent borrowers deciding not to return to school, 
or finding other sources df funds, as well as from 
lenders' policies. 



education in the percentage of their siiSde nts 
who apply for loans (Table 8). in the Student 
Aid Commis^on survey sample, a high of 54 
percent of tlje proprietary sctiool students 
applied, followed by 40 percent of students at in- 
dependent colleges and universities, 30 percent 
of students at the. University of California, 19 
percent of those at the California State Uni- 
versity, and 5 percent at the Cj^r^unity Col-* 
leges. These differences can b^explaiped in part 
by the substantial differences in the aj/erage cost 
of attendance in th«^ five segments. 

■ ' t 

Student Load and Level: Close to one-third of 
all full-time undergraduates applied for guar-' 
anteed loans, compared to less than 10 percent, of 
half-time undergraduates (Table 9). A higher 
percentage; of graduate :5tijdents v pearly 26 
percent - applied for loans than any other level 
of studei^t, followed Jby 25 percent of the seniors 
and 23 percent of>lhe freshmen (Table 10, page 
17).' As J^Ot^^rtjgrlier, in the past freshmen had 
problems obtSfiffing loansj but. this i^ no longer 
the case' with nearly the same percentage of 
those v^pplying receiving loans as among all 
applicants. . ^ ' 

TABLE^9 StiUlent Load of Guaranteed - 
Student (^pan^Applicants, 1982-8^ 

Sample Who Ao^^'Cants Who 



Student 


Applied for Loans 


Received Loins 


Load 


^ No 

- J- 


•% 


» No 


% 


flill-Time 
Uodergrad. 
(N ^ 13,307) 


. 4,158 


31.3% 


3,135 


86.0% 


Half-Time 
Undergrad. 
(N =r2J24) 


« 

261 


9,6 


175 


79.6 


Part-Timfe 
Undergrad- 
(N =1.63^1 ) 


28. 


1.7 


• IS 


• 

57 J 


Graduate 
(N =4,823) 


1,248 


25.8. 


1,038 


91.7 


Noncredit 
(N = 677) 




33.2 


178 


88 1 


Total 

(N ==23,165; 


5,915 


25.5% 


4^542 


,86.0% 



Source: California Student Expenses and Resources 
Survey, California Student Aid Commission Data 



CHARACTERISTICS 

OF STUDENT APPLICANTS 



Institution Attended: Large differences exist 
among California's segments of postsecondary 

16 



Sex: The percentage of men and women in the 
sample who ap'^plied for guaranteed loans was es- 
sentially the same, although women wer e slight-' 
ly more successfufin obtainirrg loans - 88 per: 
cent, Compared to 86 percent ^Ta^ble 11). 
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TABLE 10 Student Level of Cuarant^ed^ 
Student Loan Applicants, 1982-83 



Sample Who Applicants Who 



Student 


Applied for Loans 


Received 


1 Loans 


Level 






No 


— 1 — 


Freshmen 

=i 3,701; 


1,298 


22.8% 


1,427 


86.8% 


Stophomore 
(N » 3.927) 


778 


19.'8 


638 


82.0 


Junior 

iN = 4,155) 


932 


22.4 


788 


84.5 


SeiTlor 
<N » 3.549) 


892 


2^.1 , 


, 777 


87.1 


Fifth Year 

(N = 1,730) 


262 


15.1 


' 230 


87.8 


Graduate 
(N => 4.281) 


1.1.04 


25.8 


1,017 


92.1 


Total 

(N =23,343) 


5,266 


22.6% 


4,677 


86.9% 



TABLE 12 Age of Guaranteed Student Loan 
Applicants. 1982^83 

Sample Who Applicants VVho 
Applied for Loans Received loans • 



Age GfOup 


'MO 








Under 20 


1,194 


26.6% 


873 


84. 1% 


20 to 24 
(M « 9/228) 

25 to 29 

(N = 4,120) 


2JQ7 
1,174 


29.7- 
2^5 


2,0.77 
947 


86.0 
90.8" 


30 to 39 
(N = 3,5241 


682 


19,4 


550 


89.3 


40 Plus^ 


184 




135 


93.3 


'TotaW/ 5,972 25.5% 4,582 86,9% 
•uv=''23^06) ^ 
Source: California Student Expenses and Resources ^ 
Survey, California Student i^id Commission Data 



Source: California Student Expenses and Resources 
Survey, Calilbrnia Stu,dent Aid Commission Data 



yjrABLE 11 Sex of Guaranteed Student Loan 
Applicants, 1982-83 



Sex 



Sample Who Applicants Who 
Applied for Loans Rec?i\{ed Loans 

NO. V % 



No. 



% 



rWomen 3j40V 25.5% 2,649 87.9% 
(N I3,3i32) .. . . ^ - ^ . 

Men . 2,558 25.6 1.924 85.6 
.iN=: 9,978) 

Total 5.959 25.6 4,573 87.0% . 
(N=x 23,310) 

' \ • > '-^ 

Source: California Student Expenses aiyl Resources 
Survey. California Student Aid Commission Data 



^Age: As can be seen from Table 12^ nearly 27 
percent of the applicants were under 20, while 
-nearly 60 percent wer.e froiai 20 to 29 ye^rs old 
and only 9 percent were oyer 40. The age 
applicants differs cbnsid^rably by segment, with 
21 percent of th^ 40-year "old or older Comifiu- 
nity College students applying, compared with 7 
percent at the Sta(;e University, 6 percent at in- 
dependent and proprietaryt institutions, and 2 
, percent at the\niversity - reflecting the extent 
of nontraditioncrt enrolfments at the Community 
-Colleges. ^ , : 



Ethnicity: Wide variation- ejxists in the percent- 
age of students 6f.difrerent ethnic backgrounds 
applying for loans. ,Over half of Black students 
applied, compared witji approximately one-third* 
of Chicano-Hispanic, students, and about one- 
fourth of white and Asian or Pacific Island stu- 
'dents (Table 13). All groups had virtually 
similar acceptance rates, ^however, with only a 2 
percentage point difference between high (wViite 
students) and low (Black). 

TABLE 13^ Ethnicity of Guaranteed Student 
Loan Applicants, 198^-83 

\ Sample Who ^ Applicants Who 

Applied for Loans Received Loans 



Ethnic Group t^o. 



% 



No 



% 



Asian or 

Pacific 504 26.6% ;^92 86.3%. 
Islander 
= 1,898) 

Black 392 53.0 295 85.3 

(N ==73^) 

Chicano- 

Hispanic 494 33.4 - 394 87.0 

" {N== 1.285) . 

White . 4,125 25 4 3,242 87.3 

<N = 16.271) • u 

•Other - 315 32^ 246 84^ 

(N = 96l) 

Total • 5,831 27.6%^ 4,569 86.9% 
<N^1J64) 



Soui<^3alifornia Student Expenses and Resources 
Survey^ California Student Aid Comjnission Data 
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Parental Income: Table 14 shows the percentage 
of financiaUy dependent students who applied 
for miaranteed loans by their parentaj income. 
Fiffv-six percent of these students whose par- 
ents* incomes were under''$r2,000 applied for 
loans, compared to only l§xpercent whose par- 
ents ifiade over $60,000. Xs can be seen, a linear 
decrease in the percentage j^f dependent stu- 
dentJi who apply for loans Occurs with increases ^ 
in family income. Among independent or self-^ 
supporting students, 24 j^rcent applied for 
loans.. 

Among dependent students^ 44 percent of those 
ai5plying came fr6m families with parental in- 
comes of $30,000 or ov^r. With the recent fed- 
eral income 'ceiling set at this amount for sub- 
sidized loans, these students had to dem^tistrate 
financial need in order to obtain their 4oans, but 
Si percent did obtain them. * 

Parental Contributions: Half of the loan appli- 
cants — both dependent and independent stu- 
dents — reported receiving no financial assis- 
tance frSm their parents for educational expen- ^ 
ses (Table 15), witjji these expenses defined as 



674 89.6% 



TABLE 14 Parental Inco^me of Guaranteed 
Student Lo^h Applicants, 1982-83 

Sample Who Appl<canTs^Who 
Incomcy* Applied for Loans Received Loans 
Level A fvjo % No % 

Under- ) 
$12,000 
(N =f^l,5l0) 

$12,000- 
$23,999 
(N =2,239) 

$24,000- 
$35,999 
(N = 2,827) 

$36,000- 
$47,999 

(N = 1.620) 

$48,000- 
$59,999 
(N - 1.267) 

$60,000 
or More 
(N « 2.014) 

Independ. 
Students 
(N = 8.090) 



839 55.6% 



961 42.9 



948 33.5 



530 32.0 



376 29.7 



33 16.4 



774 91.1 



756 88.9 



401 82.5 



274 79.0 



222 72.1 



1,962 24.3% , 1,561 89.3% 



Source: California $tudent Expenses and Resources 
Survey, California ^Student Aid Commissioi? Data 
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TABLE 15^ Parental Contribution to Education of Guaranteed 

Student Loan Applicants, 1982-83 
r , 

I Applicants Who 
Received Loans 



Applicants Who Did 
Not Receive Loans 



Iota! 
Applicants 



Amount 


No. 


% 


No. 


% 


Ho 


% 


Nothing 


2,343' 


44.7% 


270 


5.2% 


2,613 


49.9% 


Under $225 


302 


5.8 


42 


0.8 


344 


6.6 


$225 $449 


215 


4.1 


32 


0.6 


247 


4-7 . 


$450 - $899 


304 


5.8' 


28 


. 0.5 . 


332 


6.3 


$900 -$1,799 


338 


6.4 


53 


1.0 


391 


7.5 


^$1,800 -$2,699 


242 


4.6 


50, 


1.0 


292 


. 5.6 


$2,700 -$4,499 


292 


5.6 


^71 


1.4 


363 


6.9 


$4,500 - $6,749 


197 


3.8 


55 


1.0 


252 


4.8 


$6,750 -$8,999 


125^ 


2.4 


27 


0.5 


• 152 


2.9 


$9,000 Plus 


203 . 


3JI 


52 


LO 




li 


Total 


4,561 


87.0% 


680" 


43.0 


5,241 


100.0% 



Source: Califomirf J§tudent Expenses and Resources Survey, California Student Aid 
Commission Data \ 



18 



/ / 83 



tuition and fees; books and supplies: room and 
board, if away from home during the academic 
yearf transportation to and from the campus: 
and other expenses necessary for attendance. 
The^ther 50 jSercent of the applicants were di- 
vided equajly between those receiving less than 
$1,800 from" their parents and those receiving 
mo^ The percent receiving aid fcom their par- 
ents differed greatly by segment, ranging from a 
low of only 24 percent for Community College 
applicants, compared with 42 percent of those at 
proprietary schools, 47 percent at the California 
State University, 60 percent at independent col- 
leges and universities, and 62 percent at the 
University of California. 

Income: Eleven percent of the applicants or 
their spouses (if married) had no t^able ihcome 
-in the 1982-1983^ academic year, while 56 per- 
cent earned under $%,000, and th^ remaining 34 
percent earned ovei^ $6,000 (Table 16). 

Student Contribution: As Table 17 on page 20 
shows, IX percent of the applicants made no fi- 
nancial contribution to their educational ex- 



penses* but 56 percent paid up to $2,700, and the 
remaining 26 percent paid more. 

r 

0\her Alii'. Over half of the applicants applied 
for other forms of financial aid beyond guar- 
anteed loans (Table 18, page 20). Fifty-three 
percent applied for, and 2-7 percent received, fed- 
[rants; 44 percent applied for, and 19 
percent Veaeived, C^l Grants: and 57 percent ap- 
plied fori and 38 percent received some form of- 
institutioiial financial aid. As shown in Table 19 
on page 21, 63 percent of "all applicants received 
scholarship or grant assistance. Sixteen percent 
received $95t9 or less, 27 percent $1,000 to 
$2,000, and 20- percent received more than 
$3,000. 

Amount of Loan Aid: Although 13 percent of the 
students who applied for guaranteed loans were 
unsucces'^ful in obtaining their loan, only 8 per- 
cent reported receiving no educational loans 
from any source, as shown in Table 20 on page 
21. Tvfenty-tvvo percent received up to $2,000 in 
loans, 40 percent received from $2,000 to $3,000, 
and 30 percent received $3,000 or more. 



TABLE 16 Total Income of Guaranteed Student Loan Applicants, 
1982^83 ^ 



Applicants Who 
Received Loans 



Applicants Who Did 
Not Receive Loans 



Total 
Applicants 



0 


No. 


% 


No. 


% 


No. 


% 


Nothing 


476 


9.0% 


79 


1.5% 


555 


10.5% 


Under $1,000 


326 


6.2 


51 


1.0 


377 


7.1 


$1,000 -$1,999 


709 


13.4 


102 


1.9 


811 


15.4 


$2,000 - $2,999 


504 


9.6 


80 


1.5 


584 


11.1 


$3,000 -$5,999 


1,020 


19.3 


153 


2:9 


tl73 


22.2 


$6,000 -$11,9'99 


843 


16.0 


117 


2.2 


960 


18.2 


$12,000 -$17,999 


284 


5.4 


& 38 


0.7 


;322 


6.1 


$18,000 -$23,999 


198 


3.8 


18 


0.3 


216 


4.1 


$24,000 -$31,999 


■ 121 


• 2.3 


18, 


0.3 


1-30 


2.6 


$32,000 or More 


104 


2.0 


34 


0.6 


138 


2.6 


■Total 


4,585 


86.9% 


690 


13.1% 


5,275 


100.0% 



Source: California Student Expenses and Resources Survey, California Student Aid 
Commission Data ^ 
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TABLE 17 Contribution to Their Own Education of Guaranteett 
Student Loan Applicants, 1982-83 

Applicants Who Applicants Who Old Total 
Received Loans fsiot Receive Loans Applicant? 



Amognt 


No. 




No. 


% 


No. 


% 


Nothing 


484 


9.2^ 


70 


1.3% 


554 


10.6% 


Under $225 


273 


5.2 


42 


0.8 


315 


6.0 


$225 - $449 


356 


6.8 


♦ 

73 


1.4 


429 


8.2 


$450 - $899 


568 


10.8 


. 78 


. 1.5 


- 646 


12.3 


$900 - $1J99 


761 


14.5 


116 


2.2 


877 


16.7 


$1,800-12,699 


567 


10.8 


77 


1.5. 


644 


12.3 


$2,700 - $4,499 


627 


12.0 


95 


, 1-8 


722 


13.g 


$4,500 - $6,749 


409 


7.8 ■ 


' 55 


1.1 


464 


8.9 ' 


$6,750 -$8,999 


171 




26 


0.5 


197 


3.8 


$9,000 Plus 


m 




5i 


.m 


390 


lA 


Total 


4,555 


87.0%" 


683 


13.0% 


5,238 


IOQ.0% 



Source: California Student Expenses and Resources Survey, California Student Aid 
Commiwion Data > - 
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TABLE 18 Guaranteed Student Loan Applicants Who Applied 
for Other Forms of Financial Aid, 1982-83 

Applicants ^ho Applicants Who Applicants Who 

Applied Tor Applied for Applied for 

Pell grants Cal Grants . institutional Aid 

Status No- % No. % No- % 

Applied for 

Other Aid 2,779 52.9% 2,310 43.9% 2,967 56.5% 
Received 

Other Aid j 439 27.4 , 998 19.0 2,004 38.1 
Had Not ^ 

Heard 177 34 i87 3.6 144 2.7 

Source: California Student Expenses and Resources Survey, California Student 
Aid Commission Data 



Loan Debt: Table 21 indicates that 38 percent of 
the guaranteed student loan applicants had no 
educational loan debts from prior years, but the 
remainjlng 62 percent were already indebted - 



14 percent at under $2,000, 31 percent from 
$2,000 to $6,000, 9 percent from $6,000 to 
$10,000, and another 9 percent from $10,000 or 
more, - - 



TABLE 19 CurrenhYear Scholarship. 
Or Grant Assistance of Guaranteed 
'Student Loan Applicants, 1^82-83 

a 



TABLE 21 Prior Years' Educational Loan ^ 
^ Debt of Guaranteed Student Loan Applicants, 
1982-83 



Amount 


Number 


Percent 


Amount 


l^umber 


Percent 


Nothing 


1,941 


37.0% 


Nothing 


1,975 


37.6% 


Under $200 


152 


2.9 ' 


Under $500 


178 


3.4 


$200- $499* 


231 


4.4 


4500 -$999 


133 


2.5 


$500 -$999 ■ 


456 


8.7 


$1,000 $1, 499- 


179 


3.4 


$1,000 $1,999 


877 


16.7 


$1,500 -.$1,999 , 


224 . 


4.5 


$2,000 - $2,999 


560 


10.7 


$2,000 - $3,999 


^958 


18.2 
12.7 • 


$3,000 -$3,999 


377 


. 1.Z 


$4,Q00 - $5,999 


. 666 . 


$4,000 - $5,999 


377 


' 7.2 


$6,000 - $7,999 


34^ 


6.0 , ' 


$6,000 - $7,999 


184 


3.5 ^ 


, $8,000- $9,999 


• 148 ' 


' 2.8 


$8,000 or More 


89 


LI 


$10,000 or More 


479 ^ 


H 


Total 


5,244 


400.0% 


Total 


5,258 


100.0% 



Source: California Student EJxpenies aind Rpsources 
Survey. California Student Aid Commisaion Data 



Source; Califori^Liii 3tudeni -Expenses and Resources 
Survey, California Student Aid Commission Data 



TABLE 20 Amount of Loans^ from All 
Sources of Guaranteed Student Loan 
kpplipants. 1982-83 



Amount 


Number 


Percent 


Nothing 


443 


8.4% 


Under $200 


78 ' 


1.5 


$200- $499 


134. 


2.5 . 


$500 -$999 


183^ 


. 3.5 


$1.000 -$1,999 


'753 


14.3, 


$2,000-- $2,999 


2,119 


40.3 


$3,000 -$3,999 


* ' 462 


3.8 


$4,000 - $5,999 


718, - 


13.6 


$6,000 - $7,999 


212 


'4.0 


$8,000 or More 


m 


3J, ^ 


Total 


5,264 


100.0% 



Source: California Student Expenaea and Resources 
Survey, California Student Aid Commisaion Data 



CONCLUSIONS 

Several facts stand out as particularly note- 
worthy^ rom the dat^gathered by the California 
Student Aid Commission: 



First, very little loan discrimination appears to 
exist against any group of students. The only 
exception of any magnitude to the overall 8't 
y percent acceptance rate among Guaranteed Stu- 
dent Loan applicants were (I) part-time and 
half-time omdergraduates, who had less success 
in obtaining loans than full-time undergrftdaate 
and graduate students - 58 percent and 80 per- 
cent, respectively, cornered to 86 a.nd 92 per- 
cent -and (2) Community College students 
whose acceptance rate was only 76 percent, com- 
pared to that of independent and proprietary 
institution students, at 90 and 88 percent, re- 
spectively. The reason for this latter difference 
is^unclear, sii^ce lender policies are less restric- 
tive for Community College students than for 
proprietary students, but one reason may be that 
Community College students require smaller 
loans than other students, which makes these 
loans less attractive to lenders. Small loans, are 
just as costly to administer as large loans, £ind 
they also bring down the lenders average in- 
debtedness figure that is taken into con- 
sideration when the lender sells student loan 
.portfolips to the secondary market. Another, 
reason'^for the Community Coll|;ge difference 
prob*ably is thatM the time of the survey one of 
Califprnia'a largest lenders . was not making 
loans to students at cei:tain Community Colleges 



because of their high default rates. Now, how- 
ever, most of these colleges have been reinstated 
by the lender. 

Second, the percentage of students applying for 
guaranteed student loans differs substantially 
among the segments. Over half , of California's 
proprietary school students and 40 percent of in- 
dependent college and university students ap- 
plied for these loans,, compared to 30 j>ercent at 
the University of California, 19 percent ^at the 
State University, and 5 percpnt at the Com- 
mOnity Colleges. The reason mogt^likely is that 
unlike the public segxptents, proprietary and in- 
dependent in$tftu,tions charge tuition and thus 
usually have higher cost c^f attendance than 
,public institutions. * 

Third, approximately 40 percent of the students 
attending independent institutions and the Uni- 
versity of California received no parental fi- 
nancial support for their education, despite the 
fact that many students in these two segments 
often come from affluent families. Thi^ raises 
the question as to whether some of these families 
are using guaranteed student loans to replace 
their own financial assistance for their child- 
ren*s education. 



Fourth, only 23 percent of California's postbac- 
j[:alaureate students applied for guaranteed 
loans - a much lower percentage Jthan in some 
other states, $uch as New York, where 61 per- 
cent of its graduate students borrow from the 
Guaranteed Student Loan program. In recent 
years, stime legislative interest has been ex- 
pressed in raising fees for graduate and profes- 
sional students'in Calffornia's public universi- 
ties. If this should occur, the demand for guar- 
anteed loans among California graduate stu- 
dents would increase considerably and would, in 
turn, increase student debt levels. 

Finally, and perhaps most significantly, nearly 
23 percent of California's freshmen applied for 
guaranteed loans - virtually the same percent- 
age as master's and doctoral students. If these 
freshmen find it necessary to continue to borrow 
through four years of college, they will graduate 
with very high debt levels.- As studies by the 
New York State Department of Education have 
shown, this has the potential of increasing de- 
fault rates in the future — one topic of the next 
and last section oFthis report. 



27 



FOUk 



Student Debts and Default Rates 



Students obtain fmancial aid other than family 
support from federal and State agencies^ educa- 
tipnal institutions, and/or private sources tn the 
form of loans, grants, or work-study. Loans are 
the only form of this aid that they have to repay, 
and therefore raise issues of student indebt- 
edness and defaults. 

In recent years, federal leap programs have 
grown rapidly in comparison with federal and 
State grant programs, and students are increas- 
ingly relying on loans to finance their post- 
secondary education. Nationally, for example, 
the number of students at private institution^ 
receiving guaranteed student loans doubled be- 
tween 1979-80 and 1981-82. In California, as of 
1978-7d, loans made up only 19,1 percent of stu- 
dent finantial aid, with scholarships, grants, 
and work-study making up the remaining 80.9 
percent. By^l981-82, however - just four year^r 
later, -- loans made up 50.1 percent of student 
financial aid, compared with 49.9 percent com- 
ing from other sources. 

STUDENT DEBTS 

This shift to loans as the major non-family 
means to finance postsecondary education is 
leading to high debtsfor students to repay after 
graduation, A recent purvey by the Pennsyl- 
vania Higher Education Assistance Agency 
found that between 1976-77 and 1982-83 the 
average debt incurred by Pennsylvania gradu- 
ate and professional students had more than 
tripled - from an average of $4,882 4p $15,228. 
Such high debts can affect both students in the 
form of restricting their institutional arli career 
choices and also the loan programs themselves 
in the form of higher costs and potentially high- 
er default rates. 

As was shown in Part Three, 23 percent of 
'^California freshmen surveyed b>r th^ California 
Student Aid Commission this past spring had 
taken out guaranteed student loans. • If they 
need to continue borrowing through their un- 
dergraduate years, some of them will have ac- 
cumulated ^ajor debts hy the time they 
graduate; and those who choose to continue their 
education into graduate or professional school 
may finish their pragranis under severe* debt 



burdens. Whether or not they are able to 
manage their debt repayment as scheduled will 
depend on the length of their repayment period, 
the interest rate of their loan, and their post- 
graduate earnings. 

In a 1980-81 national study, Flamer, Horch, and 
Davis found that 25 to 35 percent of arts and 
science graduate students surveyed had accumu- 
lated seemingly unmahageable debt burdens by 
their graduation. OveF 80 percent of the law 
students surveyed had debt burdens in excess of 
$7,500, and about 5 percent had debts in excess 
of $24,000. Among fourth-year medical stu- 
dents, only 5,7 percent had debts of less than 
'$7,500; 65 percent had borrowed more than 
$20,000; and 5.0 percent had debts^ in excess of 
$50,000 (pp. 7,6 - 7.7). > ^ 

Unfortunately, similarly detailed information 
on student debt patterns is not currently avail- 
able for California students, but these national 
data suggest at the very least that loans for 
graduate students can pose a serious problem 
when overused, despite their becoming an es- 
sential ingredient for many students in financ- 
ing graduate and professional education. 

Although educational institutions are not direct 
participants in the Gupiranteed Student Loan 
program, many of their iinancial aid adminis- 
trators are increasingly concerned about the 
rising debt levels of their student borrowers and 
are expanding or initi^ing programs to alert 
these students to their financial responsibilities 
. and potential debt burdens and to counsel them 
on^how to mana|^e their financial aid obli- 
gations. 

It is important that these activities be en- 
couraged and expanded. Students must be made 
aware of the financial responsibility they are 
undertaking when they receive guaranteed stu- 
dent loans. Otherwise, many may incur higher 
debts th^in they can repay, and this, in turn will 
lead to increased defaults. 



PEFAULTS ON 

GUARANTEED STUDENT LOA^JS 

The level of student defaults on federally backed 
loans has been a matter of concern to the Presi- 



dent and Congress ajacj^ has attracted much 
attention from the media and the public. The 
prevention of defaults is important not only for 
the current health of loan programs but also for 
their future. Because of the expense associated 
with defaulted loans, for every default that can 
be prevented, the government can subsidize two 
and one-half additional loans. Moreover, besides 
defafilts creating, more expense for the federal^ 
government, state guarantee agencies, and lend- 
ers, th^y erode both government and public 
support for student loan programs. 

National Default Rates x 

In fiscal 1979 and I980/the National Direct Stu- 
dent Loan default rate was over 16 percent, 
although by, 1982, it had declined to 10.5 per- 
cent - involving over 727,000 students and $675 
million in defaulted loans, and not including de- 
faulted loans turned over to the federal De- 
partment of Education for collection. ^ 

In the Federal Insured Student Loan program, 
as of September'30, 1982, the gross default rate 
was 15.3 percent, down slightly from the pre- 
vious year; while the rate for the guarantee 
agencies in the Guaranteed Student Loan pro- 
gram was 9.3 percent, down frpm a high of 10.6 
percent in 1980. By late 1982, the Department 
of Education had paid approximately $2 billion 
in defaulted claims for these programs since 
their inception. 

Because of the growth of the Guaranteed 
Student Loan program and the increiasing costs 
associated with defaulted loans, the Department 
of Education has initiated new procedures and 
regulations to bring these default rate§ down. 
For the National Direct Student Loan program, 
it has cut off or reduced funds to schools with 
default rates of 10 to 26 percent; and for all loan 
programs, it now sends names of defaulters who 
aj:*e current or retired federal employees to their 
agencies, which under legislation passed last 
year can withhold up to 15 percent of the de-^ 
faulters' wages to repay their outstanding loans. 
The Department has notified sonl^ 47,000 fed- 
eral workers and retirees that ^is action would 
be taken, and approximately 5,000 of them have 
repaid about $2.3 million of their loans. 

In a^ddition to these measures, the Department 
has proposed that (1) students who ha default- 
ed on loans or owe refunds on grant overpay- 
ments not be allowed to receive further federal 
aid; (2) colleges be required to turnover delin- 



quent National Direct Student Loan program 
loans to the Department sooner than, the two 
years the colleges are currently given to collect 
s^n them: ^3) state guarantee agencies provide 
credit bureaus with the names of defaulters: and 
(4) the six-year federal statute of limitations be 
used in the filing 6f lawsuits to collect defaulted 
loans unless a state has a longer statute of lim- 
itations. ^ 

California Default Rates 

Because California's first state guarantee agen- 
cy student loans were not made until 1979, re-, 
payments did not begin until 1981-82. In Oc- 
tober 1982, the default rate was 7.7 percent. By 
this past August, it had risen to 9.9 percent and 
• amounted to $43,246,292 in defaulted loans. By 
the end of October, it had droipped to. 9.2 percent. 

As can be seen in Table 22, these rates vary by 
segment, with private vocational schools haying 
the highest rate of defaults at 26.5 percent.^Al- 
though thes6 schools account for onl^f;15.2 per- 
cent of the matured loans, their students account 
for 40.4 percent of the ^default dollars. Eighty- 
nine of these 313 schools have a default rate of 
over 20.1 percent, and they account for over 60.4 
percent of the default dollars among all 313. 

Both the Community Colleges and private two- 
year schools have default rates of over 12 per- 
cent, but the private two-year schools represent 
-only X.8 percent of t|je ^efaults'while the Com- 
munity Colleges represent 14 percent. Forty of 
the 95 Community Colleges have default rates of 
10.1 to 15.0 percent; 16 ot^rs have rates of 15.1 
to 20.0 percent; andv^fiVenavas rates of over 21.1 
percent. 

The Cfiilifornia Student Aid Commission has 
taken 'two steps to collect on defaulted loans: 
First, it reports the names of the defaulters to a 
credit bureau, which encourages defaulters to 
begin repayment in order to clear their credit 
record. Second, its offset program with the 
^Franchise Tax Board allows it to receive any tax 
trefunds due defaulters. This program has been 
nt-epftpation for only the 1982 tax year, but as of 
last July 31, the Student Aid Commission had 
received $81,240 (1.5 percent of the amount 
placed with the Board) from 573 defaulters. 
Since the inception, of the program, its total 
default recovery rate through last August 31. 
had been only 3.9 percent or $1.7 million of the 
$43.2 million in defaulted loans. 
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TABLE 22 Default Statistics by Educational Segment, California Guaranteed Student Loan 



Program, August 3jt, 1983 
Default 

S^qment R^te OutstandinQ loans 


Percent 
of Out- 
standing? 


Matured Pap^r 


Percent of 
Matured 
Paper 


Defaults 


Percent! 

■of ^ 
Defaults , 


Univer3ity of 
California 


3.9% 


$ 303,150,994 


15,4% 


$ 57,882,439 


13.4% , 


$ 2,'272,997 


'5.3% 


California State 
f Inivfirsitv 


• 6.4 


394,990,630 




85 ^80 733 


19.8 


.5,485,170 


12.7 


Colleges 


12.4 


224,040,395 


1 1 A 




1 1 ^ 


6 038 170 


14.0 


Private 
v our- 1 ear 






31.3 


137.268,743 


11.3 


6,038,170 


14.0 


Vocational 


26.5 


257,576,799 


13.1 


65,967,516 


15.2 


17,492,136 


40.4 


Private 
Two- Year 


12.7 


35,462,661 


1 O 

1.8 




9 9 




9 8 


Hospital 


1.0 


3,501,880 






0 9 


9 875 


0.0 


Out-of-State 


6.2 


128.692,738 


6.5 


25,681,078 


5.9' 


1.610,124 


3.7 


Out-of-Country 


7.9 


6.718.983 


p.3 


1,043.007 


0.3 


79.295 




Total 


9.9% 


$1,969,557,750 


100.0% 


$432,723,275 


100.0% 


$43,246,292 


100.0% 


Source: California Student Aid Commisaion 













In an attempt to decrease further the numbeT 
defaults and prevent ^further ones, the Student 
Aid Commission is /initiating new procedures 
arid programs aimed at all three parties involved 
with guaranteed loans institutions, lenders, 
and borrowers. It will Inform instittJtions whose 
default rates are, 15 percent or higher about 
their own default rate, campared to the rates for 
their segment and the program as a whole, in 
order to bring their rates down; and for insti- 
tutions with rates of over 25 percent, it will initi- 
ate ^limitation, suspensiov and termination 
("LST*-) proceedings. These proceedings involve 
a formal analysis j)f the institution's problem, 
after which the Student Aid Commission can, if 
necessary, limit loans, suspend the institution^ 
from the program for a specified period, or ter- 
minate its participation in the program entirely. 

The Student Aid Commission will also inform 
lenders of their default r^t^^^^^ work mort? 
closejy with them to preventliJrther defaults. It 
will encourage lenders and Institutions to give 
student borrowerjj more information about and 
'counseling on debt obligations and manage- 
nlent, and it will expand its offset program wifti 
the Franchise Tax Board to obtain current ad- 
dresses V defaulters and take defaults of less 
than $1,500 to Small Claims Court . 



Financial In^llcations of the Default Rate 

Because the federal government reinsures the 
guaranteed student loans, it .ultimately bears 
the direct costs of defaulted loans. Guarantee 
agencies such as the California Student Aid 
Commission do not share the costs for defaulted'' 
loans if their default rate is below 5 percent, but 
if their rate goes over ^5 percent, they will not be 
reinsured 100 percent and will be required to 
pay a portion of the defaulted loans from their 
default reseVve fund. If the rate is 5 to 9 percent, 
they must pay 10 percent of the amount in 
default for defaulted loans in excess of ^percent; 
and if it is more than 9 percent, they must pay 
an additional 20 percent of the amount in 
default for defaulted loans in excess of 9 percent. 

New guarantee agencies automatically have full 
default reinslirance coverage for their first five* 
years, but this coverage for the California 
Student Aid Commission tended this p^st 
September 30. The Student Aid Commission 
estimates that its coverage will drop to 80 
percent in the'fourth quarter of the federal fiscal 
year next sumnier. After that* time, it will have 
to use fund^ from its default reserve fund to pay 
a portion of the defaulted loans* As of last June 
30^ thift^ fund stood ^t $35.-5 million, or 2.1 
percent of all outstanding loans, and its balance 



is expected to range from 2.1 to 1.5 percent^ 
through 1987-88. After projecting probable 
draws on the fund as well as expected income 
from it, the Student Aid Commission anticipates 
no difficulty in meeting default claims in the 
long run: but in the short run it may face cash 
flow problems because of the length of time the 
federal government takes to process default 
claims. 

Three options that could be considered to reduce 
these default rates still further involve (1) great- 
er selectivity by excluding institutions or lend- 
ers with high default rates from the program; 

(2) redoubled collection efforts, by raising in- 
centives for lenders to collect on defaulted loans 
and increasing sanctions against defaulters; and 

(3) increased prevention by improving the un- 
derstanding of lenders and institutions about 
their responsibilities under the program and by 
increased counseling of student applicants on 
their responsibilities and potential linbilities if 
they receive a loan. ^ 

The California Postsecondary^duji^ation Com- 
mission hks advocated that "stuSents through- 
out California should be treated similarly by 
State financial assistance policies regardless of 
the institutions they attfent^and the State 
should use a common and consistent method- 
ology to assure equitable treatment" (198?, p. 
29). Among the three options of greater selec- 
t^ty, collection, and prevention, increasing se 



lectivity^by excluding certain institutions from 
' the Guaranteed Student Lpan program would be 
inconsistent with this policy. .Therefore, tKe 
Postseconclary Commission supports the Student 
Aid Commission's p^-ograms to strengthen its 
collection and prevention efforts. 

CONCLUSION 

The objectives of the federal Gua Fajfefe ed Stu- 
dent Loan program are twofold: ^n/fxo reduce 
financial barriers to access into p^tsecondary 
education, and (2) to reduce financial barriers to 
students' choice of postsecondary education in- 
stitutions. The program has come far in meeting 
these objectives. Since its inception in 1966, 
over 21 million loans totaling $35 billion have 
made postsecondary education possible for many 
students who might not have otherwise been 
able to attend and have broadened the choice of 
institutions available to them. 

In California, since April 1980, the Guaranteed 
Student Loan program has made 750,000 loans 
totaling $2 billion. Despite some concerns with 
potentially high student-debt leyels and default 
rates, the California program also appears to be 
meeting the goals of access and choice, and from 
the evidence available, little if any discrimi- 
nation appears to exist against students on the 
basis of institution attended, sex. ethnicity, age, 
or any other personal characteristic. 
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NOTE: The following list defines the major terms associated with the Guaranteed Student 
Loan program, as used by the National Commission on Student Financial Assistance (1982^ 



Administrative Cost Allowance (Aca): In 
order to assist guaranty agencies in covering 
their overall administrative expenses, the fed- 
eral government pays these agencies an amount 
equal to.up to 1 percent of the principal amounts 
that they insure annually. Guaranty agencies 
apply quarterly for ACA reimbursement and 
must submit justifications for their requests. 

4I!anceUation: A Guaranteed Studei^it Loan, 
may be cancelled, and the guarantee collected by 
the lender due to thfe death or disability of the 
borrower or following a borrower's settlement in 
a bankruptcy action. 

CoUection Agency: An organized business 
that specializes in collecting payment on de- 
faulted or delinquent loans. Collection agencies 
usually bill lenders based on a percentage of the 
amount they collect from overdue borrowers and 
are most often private, profit-making ventures. 

Default:" A loan is considered to be in default 
when a borrower fails to make an installment 
payment when^duej fails to establish a re- 
payment plan, or violates other terms of the loan 
agreement such that the Education Department 
can reasonably conclude that the borrower no 
longer intends to repay the loan. Default claims 
are usually considered when payment is 120 
days overdue. , 

Deferments: When a borrower meets specified 
conditions that enable him or her to postpone* 
payment of loan principa] j^ndjntere^^^ 
t:ontinued study, military service, certain volun- 
tary service, disability, and other reasons). 
While a loan is in deferment status, the federal 
government confinups to pay the in-school in- 
terest subsidy. ; 

Dependent Student: A student who is con- 
sidered to be dependent on his or her parents 
and/or gu^irdians for support. (Also see Inde- 
pendent Student.) / 

. Due Diligence! 'As applied to the GSL Program, 
the expectation that thpse involved in awarding, 
Wvicin^, »nd collectin!^ loans will utilize prac- 
tices that adhere to the standards that financial 
iristitutions follow in administering all consum- 
er loans. • ; / 



Eligible Borrower: A student currently at- 
tending an accredited postsecondary institution 
on a half-time ,or more basis in an undergradu- 
ate or a graduate program is eligible to borrow 
under the GSL Program. Eligible borrowers 
must meet current fijiancial or need require- 
ments which will determine the maximum 
^mount that they may borrow. 

Expected Family Contribution (EFC): The 
amount calculated according to a standard need 
analysis formula that a family will be expected 
,to pay toward a given student's postsecondary 
education. This contribution is ba^d on family 
savings: parent's, student's, and/or spoftse*s in- 
come; non-taxable income sources: and assets. 
The amount of the EFC is then offset by the size 
of the family, the number of family members 
enrolled in postsecondary education, and other 
factors. I^or GSL applicants who have not re- 
ceived campus-baggri aid (i.e., NDSU CWS, SEGG), 
the school is ^^Fmltted to use a simplified analy- 
sis which doesjiot include assets. ^ 

Federally Instured Student Loans (HSL): A 
^ program that provides insurance to lenders who 
are not adequately served by a guaranty agency. 
Under FISL, loan capital is made available for 
students under identical rules to the GSL Pro- 
gram in arerfs riot served by a guaranty agency 
or for lending directly through academic institu- 
tions. FISL insured only 5 percent of all guar- 
anteed loans in fiscal year 1981. This percent- 
age has steadily decreased as states have estab-* 
lished guaranty agencies under a program of 
federal incentives. 

Grace Period: A period of time in which a pSL 
borrower jioes not have to repay a loan. Once a 
borrower graduates, withdraws from school, or 
falls below h^lf-time status, the grace period be- 
gins. Repayment of a GSL does not commence 
until either six or nine months after the start of 
the grace period depending on when the loan 
was made and under what conditions. The itl- 
school interiest subsidy continues to be paid dur- 
ing the grace period.^ 

Guaranty Agency: A state or nonprofit enjtity 
that administers the student loan insurance 
program jn a state. Guaranty agencies iserve as 



the middlemen in the process of locating capital 
to fmange GSLs. 

Independent Student: A student who is 
considered to be self-supporting under federal 
criteria. For the year of application for aid and 
the calendar year preceding it, an independent 
student cannot: (1) be claimed as an e.xemption 
for feder-al income tax purposes by hip or her 
parents and/or guardians; (2) receive more than 
$750 in financial assistance from his or her p^ir- 
ents and/or guardians: and (3) live for more 
than six weeks in the home of his or her parents 
and/or guardians. Failure to meet any of these 
provisions results in the student being classified 
as dependent:*^ Married students, however, must 
only prove independence for the year of aid 
application. 

In-school Interest Subsidy: During the time 
that a borrower is enrolled in a jpjostsecondary in- 
stitution on a half-time or moi;e, basis and during 
the grace period, the federal government pays 
the interest that accrues on a GSL. The in-school 
interest subsidy is paid directly^ to the lender. 
The student is hot required to repayi^this sub- 
sidy. 

Insurance Premium: A fee ^ charged by 
guaranty agencies in order to cover a portion- of 
default and administrative ekpenses. Currently, 
the agencies charge students dp to 1 percent 
times the length of a stjadent's in-school status 
plus the grace period, i.e«, a freshman may be 
charged I percent tinifes 4 years tmies I year 
grace period equals 5 percent/ For ItMins made 
under the FISL program, the insurance premium 
is equal to one-quarter of I percent per year 
until repayment. ^ ^ 

Loan Guarantee: The legal promise made by 
the Tederal government or the guaranty agency 
to repay lenders for reasonable interest and the 
principal amount of loans defaulted or rendered 
uncollectable due to bankruptcy, death, or dis- 
ability of the borrower. This guarantee by the 
government is ' a key incentive for private 
lending under the GSL Program. 

National Direct Student Loan Program 
(NDSL): Papt of the campus-Kased federal stu- 
dent assistance programs, the NDSL^ Program 
provides low interest (5 percent) loans to stu- 
dents of sufficient need as determined through 
the uniform methodology or other systems of 
need analysis approved by the Department of 
Education . NDSLs are disbursed and serwc*d 
directly by postsecondary institutions and are 



generally awarded in smaller amounts than 
Guaranteed Student Loans. 

Origination Fee: ' As authorized in 1981, a *efj 
that each student must pay to receive a loan. 
The lender subtracts 5 percent from the face 
value of the loan and returns it to t)ie federal 
treasury as an origination fee, thereby offsetting 
and reducing federal payments to the lender. 
Borrowers are* still liable for repaying the entire 
amount of the loan under this system set up to 
reduce federal costs in the GSL Program. 

PLUS Loans: Created by. Congress in 1980 as 
Parent Loans for Undergraduate Students and 
modified in 1981, the PLUS Loan Program (tech- 
nically named Auxiliary Loans to Assist Stu- 
dents) offers higher (14 percent) interest loans to 
pare?Ifs, independent undergradu^ite students, 
and graduate students. No in-school interest 
subsidy applies to these loans which are 
disbursed through non-federal lenders. Repay- 
ment of PLUS loans commences 60 days after dis- 
bursement except for full-time students who 
.must pay only the interest at that time Cur- 
rently, the PLUS Program offers loans in only a 
limited number of states. 

Promissory Note: The document, signed by the 
borrower at the time a QSL is awarded, that 
legally binds the borrower tp the statutory terms 
and conditions of the loan, to repay the loan, and 
to use the loan funds for educationally related 
purposes only. ^ 

Reinsurance: The process through which the . 
federal government insures loans guaranteed by 
state guaranty agencies. 

Remaining Need: For purposes of determining 
the amount of a GSL, remaining need is defined ' 
as the difference between the total of a bor- 
rovirer 3 expected family contribution plus other 
forms pf student financial assistance and the 
total cost of education. A GSL may not be issued 
for more than a borrower's remaining need if the 
family income exceeds $30,000. 

Secondary Market: A means through which 
holders of loan notes sell them to a third party 
Ce,g., Sallie Mae or another lending institution) 
for the face value of the loan portfolio or other 
negotiated price. Once sol^the secondary mar- 
keter is given total responsibility for the future 
servicing and repayment of the loan unless a 
warehousing agreement has been reached. (Also 
see Warehousing.) 

Servicing: The activities involved in awarding 
and collecting loans; including: tracking bor- 
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rowers while in School, billing borrowers when 
the loan is due, and parrying out collections 
activities to ensure continued repayment. 

Special Allowance: The federal government 
.pays each lender in the GSL Program a quarterly 
Special Allowance fee throughout the life of a 
loan. The Special Allowance is ^qual to the 
bond-equivalent rate, on U.S. Treasury^Bills mi- 
nus the interest rate on the loan plus 3.5 percent 
and is paid on the unpaid principal balance of all 
eligible loans held by the lender. Its purpose is 
to compensate for the difference between the 
inter€(st rate .the lender receives and the market 
rate for borrovi^ing. 

Student Loan Mai-kedng Association (SalUe 

Mae): A private corporation created as part of 
the Education Amendments of 1972 as a m^ans 
for encouraging private lending under the GSL 
Program by providing a vehicle through which 
lenders could sell or borrow against their 
. student loan portfolios. (Also see Secondary 
Market and Warehousing,) 

Treasury Bill Interest Rate: As applied to the 
GSL Program, the average .blind equiy^^lei^^^r 



of 91-day United States Government Treasury 
Bills auctioned for avgiven quarter are used as 
the basis for determining the amount of Special 
Allowance payments to lenders. The bond- 
equivalent rate is the /^actual yield for the 
Treasury Bill as opposed fo its discount rate. 

Uniform Methodology: the most widely used 
3>^tem for determiniVig . and measuring the 
ability of a family to contribute to a given stu- 
dent's postsecondary education. Uniform Meth- 
odology is approved by the Department of 
Education and is performed by private need; 
analysis services. (Also see Expected Family 
Contribution.) 

Warehousing: The use of loans made ^by a 
lender as collateral for borrowing funds from 
Sallie Mae. The amount of collateral that Sallie 
Mae requires to enter into a warehousing ar- 
rangement varies, but will eJxceed the face value 
of the loan, Sallie Mae*" ensures the lender a 
margin of profit by tying its warehouse loan 
rates to the Special Allowance rate. The loans 
used -as collateral contjinue to be owned by the 
original lender who is responsible for all ser- 
vicing and collections activities. 
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